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SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

A NT'S DT N ATY D R 20 201

Southeast Waterworks District Number 2 of the Parish of Verxmilion, S8State of Louisiana's, (the
District) discussion and analysis is intended to assist the reader in focusing on significant
financial issues, provide an overview of the Distriet's financial activity, identify changes in the
District's financial position and it's ability to address the next and subseguent year challenges.
It also identifies any material deviations from the financial plan and identifies individual fund
issues O©r concerns. This is a reguirement of the Government Accounting Standards Board (GASB)
Statement Number 34 "Basic Financial Statements - Management's Discussion and Analysis - for State
and Local Governments" and is intended tc provide the financial results for the fiscal years ending

December 31, 2011 and 2010.

GBSB 34 requires the presentation of two basic types of financial statements: District-wide and fund
financial statements. However, due to the fact that the District consists of a single proprietary

fund type, the District-wide and Fund financial statements are equivalent.
ICT~-WIDE FINANCT. TAT T

The District-wide statements provide a perspective of the District as a whole. These statements use
the full accrual basis of accounting similar to private sector companies. There are three District-
wide statements: the Statement of Net Assets, the Statement of Revenues, Expenses, and Changes in Net

Assets, and the Statement of Cash Flows.

FI CI ANATLYSTS QF T DISTRI AS WHO

Summary of Net Assets

2911 2010
Agsets
Current Assets 8 675,301 & 671, 986
Assets Limited as to Use 246,725 222,854
Capital Assets, net book value 6,057,068 6,065,433
20,946 21,426

Other Assets

Total Assets § 7,000,640 & 6,981, 699

Liabilities
Current Liabilities & 15,058 ¢ 22,578
Current Liabilities Payable With Assets Limited as to Use 81,905 77,286
Long—-term Liabilities 3,690,508 3,746,418
Total Liabilities 3,787,472 3,846,292
Net Assets
Invested in Capital Assets, net of related debt 2,310,656 2,265,501
Restricted 164,820 145,558
Unrestricted 737,692 724,348
Total Net Assets 3,213,168 3,135,407
Total Liabilities and Net Assets E 7,000,640 & €,981, 699
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SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

EMENT ' ION ATYST DECEMBER 2011 01

As indicated by the statement above, total net assets at December 31, 2011, are $§3,213,168. Net
zssets can be separated into three categories: net capital assets net of related debt, restricted
assets. and unrestricted assets.

Net capital assets are a combination of funds available for capital assets, plus capital assets at
original cost less accumnlated depreciation and related debt. The original cost of capital assets is
57,483,400 which is an accumulation of capital assets year after year less any capital disposals.
The accumulated depreciation is the accumulation of depreciation expense since acquisition of =sach

.capital asset. In accordance with Generally Accepted Accounting Principles (GARP),  deprecilation

expense is recorded on the original cost of the asset, less an estimated salvage value, and expensed
over the estimated useful life of the asset. Total accumulated depreciation is $1,426,332. Most
capital asset acquisitions are financed through long-term debt. Primarily, long-term debt is repaid
as the debt service comes due from water system revenues that have been set aside for the debt
retirement. Total debt associated with capital assets is $3,746,412.

Restricted net assets consist of debt retirement funds, funds that are required to be set aside for
contingencies, and customer security deposits. Restricted net assets represent an amount equal to

the assets limited as to use, less the related liabilities. The breakdown of these funds is as
follows:
2011 2010

Revenue Bond Sinking Fund 3 (33,937 § {31,920)
Waterworks Reserve Fund 82,197 71,104
Waterwerks Contingency Fund 83,242 92;121
Customer Security Deposits 3,858 4,793
Board Designated Funds 29,460 29,460
Total 8 164,820 & 145,558
The remaining net assets balance of §737,692 is unrestricted. The unrestricted net assets is an

accumulation of current and prior years' operating results. This balance is directly affected each
year by the District's operating results.




SOUTHEAST WATER DISTRICT NUMBER 2

OF THE PARISH OF VERMILION, STATE OF LOUISIANA

A NT'S DISCUSST AN IS8 DECEMBER 201
T " _OP TT
2011 2010
Amount % of Total Amount % of Total
Program Revenue
Customer Charges 5 712,487 95.84% 8 626,431 95.50%
Other Generzl Revenues
Interest Income 21,463 2.89 20,143 3.07%
Grant Income 5,500 1.28% 9,372 1.43%
Other Income = 0.00% 31 £.00%
Total Other General Revenues 30,863 4.16% 28,546 4.50%
Total Revenues 743,450 100.00% 655,977 100.00%
Expenses
Water Expenses 107, 880 16.21% 102,588 15.70%
Salaries and Benefits 144,489 21.71% 136,297 20.86%
Depreciation 159,659 23.98% 163,068 24.,95%
Insurance- Expense 17,649 2.65% 16,329 2.50%
Repairs and Maintenance 19,597 2.94% 15,243 Z.23%
General and Administrative 47,842 7.18% 42,418 6.49%
Interest Expense 163,521 24.,57% 165,974 25.40%
Bad Debt Expense 5,052 0.77% 9,058 1.39%
Loss on the sale of assets - 0.00% 2,519 0.38%
Total Expenses 665, 689 100.01% 653,505 100.00%
Increase (Decrease) in Net Assets 5 77,761 10.46% $ 2,472 0.38%

As indicated above, net assets increased by $77,761 for the year ended December 31, 2011. This
increase is primarily due toc the increase in water revenue as a result of extended water lines,

increased customer base and increase in water usage xrates.




SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

MANAGEMENT 'S DISCUSSTON AND ANALYSIS DECEMBER 31,2011 AND 2010
REVENUES

The following chart illustrates the District's sources of revenues by percentages:

Revenue Sources Comparison
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Water sales in the amount of $657,800 represents ninety-six percent (26%) of total District revenues.
The District has relied mainly on water charges to customers to fund its operations.

Ne state or parish funds were received to supplement operations.

Priocr to the implementation of GASB 34, the payments received from customers which was less than the
actual cost of the extension were recorded as direct charges against the equity account Contributed
Capital From Customers. However, with the implementation of GASB 34, the costs of these
installations and extensions which are funded by customers are reported as revsnue,

EXPENSES

The following chart illustrates the District's exzpenses by percentages:

Expenses
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Major expenses inc_ude Water Expenses of $107,880, Salaries and Benefits Expenses of $144,489,
Depreciation of $159,659, General and Administrative Expense of $47,842 and Interest on Long-term
Debt of $163,521.




SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

MANAGEMENT'S DISCUSSION AND ANALYSIS _DECEMBER 31,2011 AND 2010
CAPITAL, ASSETS

At December 31, 2011, the District had funds invested in net capital assets as follows:

CAPITAI. ASSETS

Land g 17,477
Buildings 163,440
Property, Plant, arnd Eguipment 7,284,048
Construction in Progress 18,434

7,483,400

Gross Capital Assets
Less: Accumnlated Depreciation (1,426,332)

Fet Capital Assets g 6,057,068

Purchases of fized assets totaled $151,293 and 568,802, for the years ended December 31, 2011 and
2010, respectively. The District is planning teo complete new extensions of water lines for the

fiscal year ending Decembexr 31, 2012.

DEBT

At the end of this vyear, the District had §3,746,412 in Revenue Bonds outstanding. This is a
combination of the Series 1995 Revenue Bonds, the Series 1998 Revenue Bonds and the 2007 Revenus
Bonds. All issuances were used in the construction of the water system. As part of these bond
isguances three cash accounts were created whose use was limited as follows:

Waterworks Revenue Bond and Interest Sinking Fund - An amount sufficient to accumulate the amount
needed to assure the prompt payment cof the principal and interest installments as they become due is
required to be set aside dinto this fund and may be used only for such purpose. The balance in this

fund is $30,268.

Waterworks Reserve Fund - The District is reguired to set aside $260 monthly inte this fund,
beginning June 1897, until the sum of $62,376 has been accumulated. From July 20, 2007, through June
20, 2008, the sum of $771 must be deposited monthly. Beginning July 20, 2008, the sum of $906 must
be deposited monthly until 5217,322 has been accumulated. The balance in this fund is $82,1987.

Waterworks Depreciation and Contingency Fund - The District is reqguired to deposit 5262 per month
into this fund beginning June 1997. Monies in this fund shall be used to pay for major repairs due
to damage caused by unforeseen catastrophes and for replacements made necessary by the depreciation
of the system. From July 20, 2007, through June 20, 2008, the sum of §773 must be deposited menthly.
Beginning July 20, 2008, the sum of $908 must be deposited monthly until $217,322 has been

accumulated. The balance in this fund is $83,242.

There were no nev issuances of debt during the fiscal years ended December 31, 2011 and 2010;
retirements totaled 553,520 and $51,232 for the years ended December 31, 2011 and 2010. The District
is planning to issue new debt during the fiscal year ended December 31, 2012, teo finance the

extension of water lines.
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SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

AGEMENT'S DT SSION ANATYST CE R 31,2011 AND 2010

T2 N T ICT'S FINANCTIAT AGEMENT

This financial report is designed to provide our citizens, tazxpayers, custcomers, investors, and

creditors with a general overview of the District's finances and to demonstrate the District's
accountability for the money it receives. If you have guestions about this report or need additional
information, contact Southeast Waterworks District 2, 417 Trahan Street, Abbeville, LA 70510.
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The Becard of Commissioners

Southeast Waterworks District Number 2

of the Parish of Vermilion, State of Louisiana
Abbeville, Louisiana

We have audited the accompanying component unit financial statements of the Southeast Waterworks
District Number 2 of the Parish of Vermilion, State of Louisiana, (the District) a component unit of
the Vermilion Parish Police Jury, as of and for the years ended December 31, 2011 and 2010. These

component unit financial statements are the responsibility of the District's management. Qur
responsibility is to express an opinion on these component unit financial statements based on our
audit.

We conducted our audit in accordance with generally accepted anditing standards of the United States
of America, the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; OMB Circular A-133, Audits of State, Local
Governments, and Non-profit Organizations: and USDA-CIG PRural Utilities Bulletin 1780-30. Those
standards require that we plan and perform the aundit to obtain resasonable assurance about whether
the financial statements are free of material misstatement. BAn audit includes examining, on a test
basis, evidence supporting the amounts and disclesures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides

a reasonable basis for our opinions.

In cur opinion, the financial statements referred to above presert fairly, in all material
respects, the financial position of the District as of December 31, 2011 and 2010, and the
respective changes in financial position and cash flows therecf for the vyears then ended in
conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated May 30, 2012
on ounr consideration of the District's internal control over financial reporting and our tests of
its compliance with certain provision of laws, regulations, contracts and grants.

Our audit was performed for the purpcse of forming an opinion on the financial statements of the
District taken as a whole. The accompanying schedules of expenses are presented for purposes of
additicnal analysis, and are nct a reguired part of the financial statements. Such information has
been subjected to the aunditing procedures applied in the audit of the financial statements and, in
our opinion, is fairly stated, in all material respects, in relation to the financial statements

taken as a whole.

Accounting principles generally accepted in the United States of BAmerica require that the
Management’s Discussion and Analysis be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Govermmental
Accounting Standards Beard. We have applied certain limited procedures, which consisted principally
cf ingniries of management regarding the methods of measurement and presentation of the
supplementary information. However, we did not audit the information and express no opinion on it.

it

KOHLENBERG
f Certified Public Accountants)

(A"Corporation

May 30, 2012

2419 Veterans Memorial Drive = PO.Box 1123 » Abbeville, Louisiana 70511-1123 = Telephone (337) 893-6232 » Fax (337) 893-6249
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SOUTHEAST WATERWORKS DISTRICT NUMBER 2
OF THE PARISH OF VERMILICON, STATE OF LCUISIANA

STAT F T A

DECEMBER 3],

CURRENT ASSETS
Cash and Cash Rquivalents
Accounts Receivable, less allowance for

doubtful accounts of 542,687 in 2011,
Investments

Total Current Assets

ASSETS LIMITED AS TC USE
Revenue Bend 8inking Cash
Waterworks Reserve Fund Cash
Waterworks Contingency Fund Cash

Customer Security Deposits Cash
Board Designated

Total Assets Limited as to Use

CAPITAL ASSETS
Zand
Buildings
Property, Plant, and Eguipment
Construction In Progress

Gross Capital Assets
Less: Accumulated Depreciation

Net Capital Assets

CTHER ASSETS
Bond Issue Costs

Prepaid RExpenses
Accrued Interest Receivable

Total Dther Assets

TOTAL ASSETS

ASERTS

and $37,634 in 2010

The accompanying notes are an integral

8

2011 2010
8 347,380 5 364,746
57,553 43,454
270,958 263,786
675, 901 671, 986
30,268 30,176
82,137 71,104
83,242 74,321
21,558 18,993
29,460 23,460
246,725 222,854
17,477 17,4727
163,440 163,440
7,284,049 7,143,193
18,434 10,051
7,483,400 7,334,161
(1,426, 332) (1,268,728)
6,057, 068 6,065,433
15,300 15,922
4,961 4,795

685 709

20, 9486 21,426

5 7,000,640 $ 6,981,699

part of these financ%al statements.
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SOUTHEAST WATERWORKS DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

STATEMENT OF NET ASSETS DECEMBER 31,

‘ LT IES AND ET

2011 2010

; CURRENT LIABILITIES

' AZecounts Payable g 11,260 > 18,381
Payroll Liabilities 3,798 4,197
Total Current Ligbilities 15,058 22,578
CURRENT LIABILITIES PAYABLE WITH ASSET3 LIMITED TO USE
Accrued Interest Payable 8,301 B, 582
Current Portion of Long-Term Debt 55,904 53,514
Customer Security Deposits Liability 17,700 15,200
Total Current Liabilities Payable with Assets Limited as to Usé 81, 505 77,296
LONG-TERM LIABILITIES
Revenusz Bonds Payable 3,680,508 3,746,418
Total Long-Term Liabilities 3,680,508 3,746,418
TOTAL LIABILITIES 3,787,472 3,846,292
NET RSSETS
Invested in Capital Assets, Net of Related Debt 2,310,656 2,265,501
Restricted (Expendable) 164,820 145,558
Unrestricted 737,692 724,348
TOTAL NET ASEETS 3,213,168 3,135,407
TOTAL LIABILITIES AND NET ASSETS $ 7,000, 640 § 6,981,699

The accompanying notes are an integral part of these financial statements.
9




SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISTIANA

STATEMENT OF REVENUES, EXPENSES, AND CHANGES TN NET ASSETS DECEMBER 31,

2011 2010

OPERATING REVENUES

Water Sales 5 . 657,800 5 5B7,016
Meter Installation Charges 29,275 14,200
Disconnect Fees 10,700 11,400
Penalties 14,712 13,815
Total Cperating Revenues 712,487 626,431
OPERATING EXPENSES
Water Expenses 107,880 102,585
Salaries and Benefits - 144,489 : 136,297
Depreciaticn 159,659 163,068
General and Administrative Expenses 47,842 42,418
Insurance Expense 17,649 16,329
Repairs and Maintenance 19,597 15,243
Bad Debt Expense 5,052 9,058
Total Operating Expenses 502,168 485,012
QPERATING INCOME 210,319 141,419
NON-QOPERATING INCOME (EXPENSES)
Interest Income 21,463 20,143
Grant Income g, 500 S,372
Other Income - 31
Gain (Loss ) on Sale of Eguipment - (2,518)
Interest Expense (163,521) (165,574)
: Total Non-Operating Income (Expense) (132, 558} (138,947)
CHRNGE IN NET ASSETS 77,761 2,472
NET ASSETS - REGTINNING 3,135, 407 3,132,935
NET ASSETS - ENDING s 3,213,168 5 3,135,407

_ The accompanying notes are an integral part of these financial statements.

10




SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

STATEMENTS COF CASH FLOWS

DECEMBER 31,

2011 2010
CASH FLOWS FROM OPERATING INCOME
Receipts from Customers 5 706,811 $ 613,204
Payments to Suppliers (240,261) {173,323}
Payments to Employees (115,234) (108, 682)
NET CASH PROVIDED BY OPERATING ACTIVITIES 351,316 330,199
CASH FLOWS FROM NOW-CAPITAT. FINANCING ACTIVITIES
Othex Income = 31
NET CASH PROVIDED BY NON—CAPITAL FINANCING ACTIVITIES - 31
CASH FLOWS FROM CAPITAT, AND RELATED FINANCING ACTIVITIES
Grant Income 2,500 5,372
Purchases of Fixed Assets (151,294) {68,8B802)
Principal Payments - Revenue Bonds (53,520) {51,232)
Interest Paid (163, B02) {165, 640)
NET CASHE FLOWS USED IN CAPITAL AND RELATED FINANCING ACTIVITIES {359,116) {276,302)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest Received 21,487 20,143
) Purchases cof Investments (7,172} (4,933)
NET CASH FLCWS PROVIDED BY (USED IN) INVESTING ACTIVITIES 14,315 15,210
i NET INCREASE (DECREASE) IN CASH AND EQUIVALENTS ‘ 6,515 69,138
CASH AND EQUIVALENTS - BEGINNING
(Including Restricted Cash of $222,854 and $170,133 for 2011 and
2010 respectively) 587, 600 518,462
CASH AND EQUIVALENTS - ENDING
(Inciuding Restricted Cash of §246,725 and $222,854 for 2011 and
2010 respectively) $ 594,115 $ 587, 600

The accompanying notes are an integral part of these financial statements.
= L, SErens




OF THE PARISH OF VERMILION,

N

SOUTHEAST WATER DISTRICT NUMBER 2

STATE OF LOUISIANA

STATEMENTS QF CASH FLOWS DECEMRER 31
2011 2010
RECONCILIATION OF OPERATING INCOME TO NET CASH FLOWS
FROM OPERATING INCOME:
Operating Income $ 210,319 § 141,419
ADJOSTMENTS TO RECONCILE ORERATING INCOME
TO NET CASH FLOWS FROM QOPERATING INCOME:
Depreciation 159,659 163, 068
Emortization 622 622
| Loss on Sale of Eguipment = 2,518
: Provision for Doubtful Accounts 5,052 9,058
{Increase) Decrease in Accounts Receivable (19,151) 3,089
! Increase in Prepaid Expenses (166) (212)
i Increase (Decrease) in Accounts Payable (7,-221) 8,114 .
| Increase (Decrease) in Other Current Liabilities {398) 722
Increase in Customer Security Deposits 2,500 1,800
Total Adjustments 140,887 188,780
NET CASH FLOWS FROM OPERATING INCOME $ 351,316 4 330,199

_The accompanying motes are an integral part of these financial statements.




SOUTHEZAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

NOTES TO THE FINANCIAL STATEMENTS DECEMBER 31,2011 AND 2010

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Southeast Waterworks District Number 2, of the Parish of Vermilion, State of Louisiana (the
District), which is a component unit of the Vermilion Parish Pclice Jury, was created under the
provisions of Louisiana Revised Statutes (LRS) 33:3811, for the purpcse of providing water te rural
areas of Vermilion Parish. The District is governed by a board of commissioners composed of five
members appointed by the Vermilion Parish Police Jury. The Vermilion Parish Pelice Jury exercises
oversight responsibility with the District; however, the Police Jury does not exercise any control

over specific expenditures of the District.

All activities over which the District exercises oversight responsibility have been incorporated to
form the District's reporting entity. Oversight responsibility i1s determined by financial
interdependency, selecticn of governing board, designation of management, accountability for financial
matters, and an ability to significantly influence operations.

OUNTINI

The District's financial statements are reported using the economic resources measurement focus and
the accrual basis of accounting. Revenues are recorded when earned and expenses are reccrded when a
liability is incurred, regardless of the timing of related cash flows. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have been met.

As a Proprietary Fund, the District distinguishes operating revenues and expenses Irom non-operating
items. Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund's principal ongoing operations. The principal
operating revenues of the District's proprietary fund are charges to customers related to the sale of
water. The District also recognizes as operating revenue fees related to connecting and disconnecting
service to customers. Operating expenses for the District's proprietary fund include water expenses,
general and administrative expenses, and depreciation on capital assets. All revenue and expenses not
meeting these definitions are reported as non-operating revenues and expenses.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1889,
generally are followed by the District in the financizl statements to the extent that those standards
do not conflict with ox contradict guidance of the GASB. Governments alsc have the option of
following subseguent private-sector guidance for their business-type activities and enterprise funds,
subject to this same limitation. The District has elected not to follow subsegquent private-sector

guidance.

DEPQSITS AND INVESTMENTS

The District's cash and cash equivalents are considered to be cash on hand, demand deposits, and short-
term investments with original maturities of three months or less from the date of acgquisition. State
statutes authorize the District to invest in obligations of the U.S. Treasury, certificates or other
obligations of the United States of America, and time certificates of deposit of state banks organized
under the laws of Louisiana and national banks having the principal office in the State of Louisiana.

V. AND T

The District accounts for bad debts using the allowance method. Expense is recognized during the
pericd in which a specific account is determinsd to be uncollectible and an allowance for doubtful

sccounts decreases the net receivable amount.

At December 31, 2011, the District had 1,952 customers connected for service. O©Of that total 1,886
were residential customers and 66 were commercial customers.




SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

TES T HE FI CIAT, TEMEN ECEMBER 2011 201
NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The following repressnts the aged receivable balances at December 31, 2011 ancd 2010:

2011 2010
Unbilled 3 30,017 & 24,093
0-30 days 11,680 6,377
31-60 days 15,039 11, 539
61-380 days 5,324 4,399
Over 90 days 38,180 34,280

100,240 81,088
Less: Allowance for Doubtful Accounts (42, 687) {37, 634)
Total Receivables S 57,583 § 43,454

ASSETS LIMITED AS TOQ USE

Certain proceeds of the District's revenue bonds, as well as certain resources set aside for their
repayment, ars classified as restricted assets because thelr use is limited by applicable bond
covenants, The "Revenus Bond Sinking Fund" is used to accumulate rescurces necessary to meet annual
debt service requirements. The "Waterworks Reserve Fund" is used to segregate from funds available
for operations, funds egual tc five percent of the coriginal bond issuvance. These funds serve to
prevent the District from defaulting on debt service payments ifi the event of deficlencies in utility
operations. The "Waterwecrks Contingency Fund” is used to accumulate resources te meet any unexpected
contingencies or to fund significant asset replacements or repairs. The “Customer Security Deposits”
represents advance deposits received from water customers which shall be either refunded upon
termination of services or applied toward billings in arrears. At December 31, 2011 and 2010,board
designated funds amounted to $29,46C for the expansion of water lines that had not yet been completed

as of year end.

AL —TERM

The accounting and reperting treatment applied teo capital assets and long-term liabilities are
determined by its measurement focus. Property, plant, and eguipment in the Proprietary Fund of the
District are recorded at cost. Property,. plant, and equipment donated to these Proprietary Fund

operations are recorded at their estimated fair value at the date of domation.
Property, plant, and equipment are depreciated in the Proprietary Fund using the straight line method
over the following estimated useful lives:

Years
Buildings 50
Utility System Improvements 25 = 50
Equipment b - 10

Long-term debt and other obligations of the Proprietary Fund of the District are reported as
liabilities. For the Proprietary Fund, bond premiums and discounts, as well as issuance costs, are
deferred and amortized over the life of the bonds using the straight line method. Bonds payable are
reported net of the applicable bond premium or discount. Issuance costs are reported as other assets.

14




SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

NOTES TO THE FINANCTIAT, STATEMENTS DEC E 1 b 15 2010

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
NET ASSETS

Net Asset classifications are defined as follows:

Invested in capital assets, net of related debt - This component of net assets consists of capital
assets, including any restricted capital assets, net of accumnlated depreciaticen and reduced by the
cutstanding balances of any bonds, notes, or other borrowings that are attributable to the
acquisition, construction, or improvement of those assets. If there are significant unspent related
debt proceeds at year-end, the portion of the debt attributable to the unspent proceeds are noct
included in the calculation of invested in capital assets, net of related debt. Rather, that portion
of the debt is included in the same net assets component as the unspent proceeds.

Restricted - This compenent of net assets consists of constraints placed on net asset use through
external constraints imposed by creditors (such as through debt covenants), grantors, contributors, oxr
laws or regulations of other governments or constraints imposed by law through constitutional

provisions or enabling legislation.

Unrestricted - This component of net assets consists of net assets that do not meet the definition of
"restricted"” or "invasted in capital assets, net of related debt", above.

When both restricted and unrestricted resources are available for use, it is the government's policy
to use restricted resources first, then unrestricted resources as they are needed.

USE OF ESTIMATES

The preparation of financial statements in accordance with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
ligbilities and disclosure of contingent assets and liabilities at the date of the financial
statements, as well as revenues and expenses reported for the periods presented. The District
regularly assesses these estimates and, while actual results may differ, management believes that the

estimates are reasonable.

VACATION AND SICK LEAVE

Employees of the District are entitled to a one week vacation. The earned days do not wvest;
therefore, no liability has been recorded for compensated absences in the financial statements.

RECLASSIFICATIONS
To be consistent with current year classifications, some items from the previous year have been
reclassified with no effect con net assets.

GRANTS AMD DONATIONS
Grants and donations (including capital contributions of assets) are recognized as revenue when all
eligibility requirements, including time requirements, imposed by the previder have been met.

INCOME TAXES
The District is 2 pelitical subdivision and exempt from taxes.

ADVERTISING

The District expenses advertising costs as incurred.
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SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

NOTES TO THE FINAWNCIAT STATEMENTS DECEMBER 31,2011 AND 2010

NOTE 2: CASH AND IKVESTMENTS

At year end, the District's carrying amount of deposits was 3598,780 and the banlk balance was
$594,115. Of the bank balance, $250,000 was covered by federal depository insurance. The remaining
balance was collataralized with securities held by the pledging financial institution's trust
department or agent in the financial institution's name. For the purpose of the Statement of Cash
Flows, the District considers all highly liguid investments (including restricted assets) with a
maturity of three months or less when purchased to be cash eguivalents.

The District’s investments generally are reported at fair value. In accordance with SFAS No. 157, the
District groups assets and financial liabilities measured at failr wvalue in three levels, based on the
markets in which the assets and liabilities are traded and the reliability of the assumpticns used to
determine fair wvalue. These levels are:

Level 1 - Valuations for assets and liabilities traded in active exchange markets, such as the New
York Stock Exchange. Level 1 also includes securities that are traded by dealers or brokers in active
markets. Valuations are obtained from readily awvailable pricing sources for market transactions

involving identical assets or liabilities.

Level 2 - Valuations for assets and liabilities traded in less active dealer or broker markets. For
example, municipal securities wvaluations are based on markets that are currently offering similar
financial products. Valuations are ocbtained from third party pricing services for identical or
comparable assets or liabilities.

Level 3 - Valuations for assets and liabilities that are derived from cther valuation methodologies,
including opticn pricing models, discounted cash flow models, and similar technigues, and not based on
market exchange, dealer or broker traded transactions. Level 3 wvaluations incorporate certain
assumptions and projections in determining the fair value assigned to such assets or liabilities.

Below 1s a table that presents information about certain assets and liabilities measured at fair valupe
on & recurring basis:

guoted Prices
in Active
Markets for Significant

Identical Other Significant
Assets/Liabil Observable Uncbservable
ities Inputs Inputs
Fair Value Level 1 Level 2 Level 3
Federal Home Loan Mortgage Corporation $ 102,561 § 102,561 8 = § -

Medium Term Note/ AA+/Raa/ARA

Louisiana State Citizens Property Insurance
Corporate Assessment Revenue
Bonds Sevries 2006-B 37,213 37,213 -
Moody's BAR1/S&P A-

Louisiana State Citizens Property Insurance
Corporate Agsessment Revenue
Bonds Series 2006-C-1

Moody's Ra3/S&P AR~ 131,184 131,184 = N
Total $ 270,958 $ 270,858 $ i 5 =
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SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARTISH OF VERMILICN, STATE OF LOUISIANA

NOTES TO THE FINANCT TATEMENTS DE ER 31,2011 2
NQTE 3: CAPITAL ASSETS

Capital Assets, by major category, is as follows at December 31, 2011 and 2010:

ASSET LIFE
IN YEARS 31/2D010 ADDITIQONS DEDUCTIONS 12/31/2011
Land § 17,477 % = 5 - s 17,477
Buildings 50 163,440 = o= 163,440
Property, Plant, and Eguipment 5-50 7,143,193 142,911 {2,055) 7,284,049
Construction in Progress 10,081 8,383 -~ 18,434
Gross Capital Assets 7,334,161 151,294 {2,055) 7,483,400
Less: Accumulated Depreciation (1,268,728} {159, 659) 2,085 (1,426,332)
Net Capital Assets 5 6,065,433 & (8,365) & = § 6,057,068

NOTE _4: LONG-TERM DEBT

The District issues revenue bonds which it pledges income derived from the water system to pay the
debt. Revenue bonds outstanding at year end are as follows:

2011 2010

1} Utility Revenue Bonds dated May 12, 1937; payable in
monthly installments of $3,644 through March 12, 2035;
including interest at 4.5% ¢ 629,600 & 644 534
r I =
?) Utility Revenue Bonds dated March 16, 18558; payable in
monthly installments of $1,554 through March 12, 2038B;
: ; 5
including interest =t 4.875 277,328 282,318
3} Utility Revenue Bonds dated July 20, 2007; payable in
monthly installments of §1,012 beginning Rugust 12Z, 2008
threugh July 12, 2047 at 4.25% . 522 497 595 122
r I
1y Utility Revenue Bonds dated July 20, 2007; payable in
monthly installments of $11,900 beginning August 12, 2008
through July 12, 2047 at 4.25% Interest only payment of
$112,906 was due on July 12, 2008. 2,616, 987 2,647,858
Total Revenue Bonds 3,746,412 3,799,832
Less: Current Portion {55,804) {53,514)
Total Long-term Debt 5 3,680,508 S 3,746,418
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SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

NOTES TO THE FINANCTAT STATEMENTS DECEMBER 31,2011 AND 2010

NOTE 4: . LONG-TERM DEBT (CONTINUED}

Annual debt service reguirements to maturity for revenue bonds arxe as follows:

Total Debt
¥Year Ended December 31, Service Principal Interest

2012 5 217,322 & 55,904 g 161,418
2013 217,322 58,402 158,820
2014 217,322 61,012 156,310
2015 217,322 63,7328 153,584
2016 217,322 66,587 150,735
2017-2021 1,086,612 380,334 706,278
2022-2026 1,086,612 473,322 613,290
2027-2031 1,086,612 588,101 497,511
2032-2036 1,009,484 © 653,158 356,326
2037-2041 803, 700 578,133 225, 567
2042-2047 862,354 766,721 a5, 633
Total Debt Service to Maturity $ 7,021,984 5 3,746,412 § 3,275,572

Long-term debt activity for the year ended December 31, 2011, was as follows:

Beginning Ending
Balance Additions Retirements Balance
Revenue Bonds 5§ 3,799,832 3 = 5 {53,520} & 3,746,412

Portion of Long-Term Debt due within one year:

Utility Revenue Bonds - 1237 g 15,723

Utility Revenue Bonds ~ 15898 5,238

Utility Revenue Bonds - 2007 2,738

Utility Revenue Bonds ~ 2007 32,205

Total Portion of Long-Term Debt dus within one year § 55,804
HOTE 5: FLOW OF FUNDS - RESTRICTICNS ON USE OF UTILITY REVENUES

Under the terms of the bond indenturs on the outstanding revenue bonds, all income and revenues of
every nature, earned or derived from operations of the water utility system are pledged and dedicated
to the retirement of said bonds and are to be set aside into the following special funds.

Waterworks Revenue Bond and Interest Sinking Fund - An amount sufficient to accumulate the amount
needed to assure the prompt payment of the principal and interest installments as they become due
is reguired to be set aside intoc this fund beginning June 13%7, and may be used only for such

purpose.

Waterworks Reserve Fund - The District is also reguired to set aside $260 monthly into this fund,
beginning June 1987, until the sum of 562,376 has been accumulated. From July 20, 2007 through
June 20, 2008 the sum of ‘$771 must be deposited monthly. Beginning July 20, 2008 the sum of $906
must be deposited monthly until $217,322 has been accumulated.
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SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

NOTES TO THE FINANCIAL STATEMENTS DECEMBER 31,2011 AND 2010

NOTE 5: TFLOW OF FUNDS -~ RESTRICTIONS ON USE OF UTILITY REVENUES {CONTINUED)

Waterworks Depreciation and Contingency Fund - The District is required to deposit $262 per month
into this fund beginning June 18%7. Monies in this fund shall be used to pay for major repairs due
to damage caused by unforeseen catastrophes and for replacements made necessary by the depreciation
of the system. Prom July 20, 2007 through June 20, 2008 the sum cof $773 must be deposited monthly.
Beginning July 23, 2008 the sum of §$908 must be deposited monthly until $217,322 has been

accumulated.
All revenues received in any year, and not regquired to be paid into any of the aforementioned funds,

are regarded as surplus and may be used for any lawful purposes.

NOTE 6: DIRECTORS' FEES
The following is a schedule of directors' fees paid by the District for the year ended December 31,

2011 2010

David Greco 5 31y =5 978
Nally Simon 975 975
Curnal Cessac 1,050 875
Clint Dugas 1,050 900
Susan Wilhelm 825 675
Byron Perry 525 375
Pervis Meaux 375 -

Tetal 5 5r 175 $ 41- 875

NOTE 7: INSURANCE IN FORCE

The District is exposed to various xrisks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; and naturazl disasters for which the District carries
commercial insurance. The following is a schedule of insurance in force at December 31, 2011:

COVERAGE

DESCRIPTION OF COVERAGE AMOUNTS
Worker's Compensation Statutory

Surety Bonds:

Board President 5 250,000
Vice-President 5 250,000
Secretary 5 250,000
0ffice Manager 5 250,000
Plant Manager $ 250,000
Office Secretary s 250,000
Butomobile Liability (Fach Accident) $ 1,000,000
General Premises Liability (Each Occurrence) $ 1,000,000
General Premises Liability (General Aggregate) $ 3,000,000
Blanket Building and Contents £'1,275,595
Flood - Building 5 367,400
$ 500,000

Flood - Contents
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SOUTHEAST WATER DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

NOTES TO THE FINANCIAT, STATEMENTS DECEMBER 31,2013 ANMD 2010

NOTE 8: WATER RATES

The following represents water rates in force at December 31, 2011:

Residential

First 2,000 Gallons ] 14,00
All Over 2,000 Gallons Per 1,000 Gallons 5 3475
Commercial

First 2,000 Gallons g 19.00
All Over 2,000 Gallons Per 1,000 Gallons s 3.75
Penalty

10% of Water Charge Paid After Due Date

NQTE 9: DEFINED CONTRIBUTION RETIREMENT PLAN

All full-time employees participete in a defined contribution plan after one year of service. The
District contributes 7.50 percent (7.50%) of each participant's gross pay. 2All amounts are vested
immediately. The plan was not set-up to zllow employee contributions to the plan. The covered
payvroll for the plan was §$110,060 and 596,072 for 2011 and 2010, respectively. The District's total
payroll for the same periods was $115,234 and $109,682 for 2011 and 2010, respectively. Total
contributions for the year ended December 31, 2011 and 2010, were $8,0852 and $7,241 or approximately
7.50 percent (7.50%) of covered payroll.

NOTE 10: SUBSEQUENT EVENTS

On March 10, 2011, A loan resolution was made and approved declaring the intention of the board to
issue water revenue bonds in the amount not to exceed $1,B80,000 for the purpose of acquiring and
constructing improvements and extensions to the waterworks system. The bonds had not been issued by
the date of this report.

Management has evaluated subsequent events through the date that the financial statements were
available to be issued, May 30, 2012, and determined that no events other than those discussed zbove,
cccurred that require disclosure. No subsequent events occurring after this date have been evaluated
for inclusion in these financial statements.
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SOUTHEAST WATER DISTRICT NUMBER 2

OF THE PARISH OF VERMILION, STATE OF LOUISIANA

SCHEDULE QOF EXPENSES

DECEMBER 31,

WATER EXPENSES
Chemicals
Engineering Fees
Meter Readers
Line Location and Testing
Supplies
Utilities

Total Water Expenses

GENERAL AND ADMINISTRATIVE EXPENSES
Advertising
Amertization
Fuel Expensés
Bank Charges
Finance Charge - Credit and Debit Cards
Freight
Legal, Auditing and Accounting
Office
Operations
Postage
Printing
School and Training
Telephone & Cellular

Total General and Administrative Expenses

21

2011 2010
36,398 32,956
1,405 2,562
24,204 23,721
2,790 3,971
B 9,563
31,962 29,826
107, 8BO 102,589
1,241 520
622 622
7,470 4,701
208 743
851 578
1,823 1,402
6,675 6,142
11,767 12,719
1,528 1,384
6,714 6,546
2,763 1,116
10 682
4,770 5,163
47,842 42,418
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REPORT ON COMPLIANCE AND ON INTERNAL CONTRCL OVER FINANCIAYL REPORTING BASED ON 2N AUDIT OF
FINANCIAY. STATEMENTS PERFORMED IN ACCORDENCE WITH GOVERNMENT AUDITING STANDARDS

The Board of Commissioners

Southeast Waterworks District Number 2

of the Parish of Vermilion, State of Louisiana
Abbeville, Louisiana

We have audited the component unit financizl statements of the Southeast Waterworks District
Number 2, Parish of Vermilion, State of Loulsiana (the District), a component unit of the
Vermilion Parish Police Jury, as of and for the years ended December 31, 2011 and 2010, and
have issued our report thereon dated May 30, 2012. We conducted our audift in accordance with
generally accepted accounting principles of the United States of America and the standards
applicabie to financial audits contained in Government Auditing Standards, issued by the

Comptroller General of the United States.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements of the District as of and
for the years ended December 21, 2011 and 2010, in accordance with auditing standards
generally accepted in the United States of America, we considered the District’s internal
control over financial reporting (internal control) as & basis for designing our auditing
procedures for the purpose of expressing our opinions on the financial statements, but not
for the purpose of expressing an cpinion on the effectiveness of the District’s internal
control. Accordingly, we do not express an opinion on the effectiveness of the District’s

internal control.

Our congideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
significent deficiencies or material weaknesses and therefore there can be no assurance that
all such deficiencies have been identified. However, as discussed below, we identified
certain deficiencies in internal control that we consider tc be material weaknesses and other
deficiencies that we consider to be significant deficienciss.

A deficiency in internzl control exists when the design or operation of a control does not
allow management or employezes, in the normal course of performing their assigned functions,
to prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies in dinternal control, such that there i1s a
reasonable possinility that a material misstatement of the entity’s fimancial statements will
not be prevented, or detected and corrected on a timely basis. We consider all weaknesses
described in the accompanying “Schedule of Findings and Questioned Costs and Management’s
Corrective Action Plan” to be material weaknesses.

A significant deficiency is a deficiency, c¢r a combination of deficiencies, in dinternal
contrcl that is less severe than a material weakness, yet important enough to merit attention
by those charged with governance. We consider all weaknesses described in the accompanying
“Schedule of Findings znd Questioned Cests and Management’s Corrective Action Plan” to be

significant deficiencies.

2419 Veterans Memorial Drive = PO.Box 1123 « Abbeville, Louisiana 70511-1123 = Telephone (337) 893-6232 » Fax [337) 893-6249

T —




COMPLIANCE

As part of obtaining reasonable assurance about whether the District’s financial statements
are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit and acecordingly, we do not express such an opinion. The results of our tests disclosed
no instances of noncompliance that are regquired to be reported under Government Auditing

Standards.

The District’s response to the findings identified in our audit are described in the
accompanying “Schedule of Findings and Questioned Costs and Management’s Corrective Action
Plan”. We did not audit the District’s response and accordingly we express nc opinion on it.

This communication is intended solely for the information and use of menagement Southeast
Waterworks District Number 2, and others within the organizaticn, and is not intended to be
and should not be used by anyone other than these specified parties

St fiaw S

LANEZLINATS B SSARD & KOHLENBERG
{A corporation of Certified Public Accountants)

May 30, 2012




SOUTHEAST WATERWORKS DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS AND MANAGEMENT'S CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED DECEMBER 31, 2011

We have audited the fipancial statements of Southeast Waterworks District Number 2, a component
unit of the Vermilion Parish Police Jury, State of Louisiana (The District), as of and for the year
ended December 31, 2011 and 2010, and have issued our report thereon dated May 30, 2012.

We conducted our audit in accordance with generally accepted auditing standards and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States, and the provisions of OMB Circular A-133. Our audits of
the financial statements as of December 31, 2011 and 2010 resulted in ungualified opinions.

Section 1: Summary of Auditor’s Reports

A. Report on Internal Control and Compliance Material to the Financial Statements:

Internal Control

Material Weaknesses: Yes
Significant Deficiencies: Yes
Compliance

Compliance Material to Financial Statements No

Section TI: Fipancial Statement Findings

A - Issues of Noncompliance

None Noted.

B- Significant Deficiencies

Finding 2011-1 Financial Statement Preparation

Condition: The District relies on its outside auditors to assist in the preparation of external
financial statements and related disclosures. Under U.S. generally accepted aunditing standards,
outside auditors cannot be considered part of the District’s internal coantrel structure, and
because of the limitations of the District’s small accounting staff, the design of the District’s
internal control structure deoes not ctherwise include procedures to prevent or detect a material
misstatement in the external financial statements.

Criteria: To ensure good internal controls and best practices for governmental entities.
Effect: This condition represents a material weakness in the District’s internal coantrol systeﬁ.

Recommendation: The District should continue to outsource the preparation of its financials to its
independent auditors and carefully review the draft financial statements and notes prior to
approving them and accepting respecnsibility for their contents and presentation.

Management Response: The Board of Commissioners has decided that it is not cost effective to hire
someone who is gqualified to prepare financial statements. The board and management will continue
to review the financials before accepting them.




SOUTHEAST WATERWORKS DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS AND MANAGEMENT' & CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED DECEMBER 31, 2011

Finding 2011-2 Segregation of Duties

Condition: The District does not segregate the authorization, recording, and reconciliation of
transactions and the custody of assets related to those transactions.

Criteria: To ensure good internal controls and best practices for govermmental entities.
Effect: This condition represents a material weakness in the District’s internal control system.

Recommendation: The authorization, recording, and reconciliation of transactions and decisions and
the custody of assets related to those transactions should be segregated. The District sheuld
segregate these duties amongst employees and/or mitigate lack of segregatiocn with increased

management oversight.

Management Response: Due to the small number of emplovees emploved by the Water District, the
Board of Commissioners has decided that the duties cannct be segregated any more than they are at
present. The Board thinks that it is cost prohibitive for the Water District to hire more
employees so that duties can be segregated. The board continues to cleosely monitor activities that

are not segregated.

Finding 2011-3 Journal Entries

Condition: There are excessive audit adjustments that were proposed.
Criteria: To ensure good intermal controls and best practices for governmental entities.
Effect: This condition represents a material weakness in the District’s internal control system.

Recommendation: The District should monitor the generazl ledger to the extent of the abilities of
its accounting staff.

Management Response: The Water District will make it a policy that adjustments be posted to the
general ledger in a more timely fashion and it will ke monitored more closely by the Board of

Commissioners.

SECTION III: Management Letter Ttems

There ﬁre_no management letter items at December 31, 2011.




SOUTHEAST WATERWORKS DISTRICT NUMBER 2
OF THE PARISH OF VERMILION, STATE OF LOUISIANA

SUMMARY SCHEDULE OF PRIOCR AUDIT FINDINGS FOR THE YEAR ENDED DECEMBER 31, 2011

Section I: Internal Control and Compliance Material to the Financial Statements

Finding 2010-1 Budget Approval

Condition: The minutes of the board of commissioners did not reflect an adoption
resoluticn of the District’s Budget.

Resclved.

Finding 2010-2 Publication of Minutes

Condition: The minutes of the board of commissioners have not been published in an
official journal.

Resolved.

Finding 2010-3 Financial Statement Preparation

Condition: The District relies on its outside auditors to assist in the preparation
of extermal financial statements and related disclosures. Under U.S. generally
accepted auditing standards, outside auditors cannot be considered part of the
District’s internal control structure, and because of the limitations of the
District’s small accounting staff, the design of the District’s internal control
structure deces not otherwise include procedures to prevent or detect a material
misstatement in the external financial statements.

Unresclved. See Finding 2011-1.

Finding 2010-4 Segregation of Duties

Condition: The District does mnot segregate the authorization, recording, and
reconciliation of transactions and the custody of assets related to those

transactions.

Unresclved. See Finding 2011-Z.

Finding 201C-5 Journal Entries

Condition: There are excessive audit adjustments that were proposed.

Unresolved. See Finding 2011-3.
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